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INSPECTOR GENERAL 

DEPARTMENT OF DEFENSE 
400 ARMY NAVY DRIVE 
ARLINGTON. VIRGINIA 22202-2884 


February 9, 1990 


MEMORANDUM FOR UNDER SECRETARY OF DEFENSE FOR ACQUISITION 

ASSISTANT SECRETARY OF DEFENSE (PRODUCTION AND 
LOGISTICS) 

ASSISTANT SECRETARY OF THE ARMY (FINANCIAL 
MANAGEMENT) 

ASSISTANT SECRETARY OF THE NAVY (FINANCIAL 
MANAGEMENT) 

ASSISTANT SECRETARY OF THE AIR FORCE (FINANCIAL 
MANAGEMENT AND COMPTROLLER) 

DIRECTOR, DEFENSE CONTRACT AUDIT AGENCY 
DIRECTOR, DEFENSE LOGISTICS AGENCY 

SUBJECT; Report on the Audit of Contracting Through 

Interagency Agreements With the Library of Congress 
(Report No. 90-034) 

This is our final report on the Audit of Contracting Through 
Interagency Agreements With the Library of Congress. We made the 
audit from February through May 1989. The audit was made in 
response to information provided to us by the General Counsel and 
the Inspector General of the Library of Congress. The 

information concerned possible improprieties relating to the 
practice by several DoD activities of providing funding to the 
Library of Congress for the purpose of contracting for services 
and supplies through the Library's Federal Library and 
Information Network (FEDLINK) procurement program. This included 
the contracting for non-library related services and supplies 
that were outside of the intended scope of the FEDLINK 
procurement program. The number of DoD activities participating 
in the FEDLINK procurement program increased from 551 in FY 1987 
to 735 in FY 1988. The value of the interagency agreements 
entered into increased from $35.6 million in FY 1987 to $83.4 
million in FY 1988. The audit objectives were to evaluate the 
practice by DoD activities of providing funding to the Library of 
Congress for the purpose of contracting for services and supplies 
and to evaluate the adequacy of DoD internal control procedures 
for monitoring these contracting activities. 


The audit showed that DoD activities did not comply with 
Defense and Federal Acquisition Regulations' requirements 
regarding monitoring and controlling interagency acquisitions. 
We assessed internal controls that addressed the authority to 
approve interagency acquisitions, the appropriateness of the 
services and supplies being obtained, and the procedures for 
ensuring that contracts awarded under interagency acquisitions 
were effectively administered. We identified material internal 
control weaknesses that increased the risks of contract 
overpricing and increased the susceptibility of these 
procurements to mismanagement, abuse, and fraud. The results of 


the audit are summarized in the following paragraphs, and the 
details and audit recommendations are in Part II of this report. 

DoD program officials circumvented established policy and 
exceeded their authority by not obtaining required approvals from 
DoD procurement officials or designated senior DoD officials in 
placing orders for interagency acquisitions through the Library 
of Congress. Contractor services and supplies were obtained that 
were beyond those routinely and reasonably provided by the 
Library of Congress, and contracts awarded on DoD's behalf by the 
Library of Congress were not effectively administered. As a 
result, DoD program officials did not obtain the expertise 
available from DoD procurement professionals in determining 
whether an interagency acquisition through the Library of 
Congress was the most economical and efficient method to obtain 
the requested supplies or services. This may have resulted in 
excessive contract prices. The Library of Congress lacked the 
resources necessary to appropriately solicit, effectively 
evaluate, equitably negotiate, effectively award, and effectively 
administer major contracts for the DoD. Furthermore, as a 
Legislative Branch agency, the Library of Congress was not 
obligated to follow acquisition rules, regulations, and policies 
imposed on Executive Branch agencies, including the DoD. The 
lack of adequate internal controls also increased the 
susceptibility of these procurements to mismanagement, abuse, and 
fraud. We recommended that the Linder Secretary of Defense for 
Acquisition direct the Army, Navy, Air Force, and Defense 
Agencies to establish internal control procedures and practices 
that will minimize the risk of orders for interagency 
acquisitions being placed by unauthorized DoD officials and to 
initiate appropriate training and consider disciplinary actions 
for officials who exceeded their authority. The Under Secretary 
should reemphasize that acquisitions of services and supplies 
should only be obtained through an interagency acquisition with 
another Federal agency when that agency has unique expertise not 
available within DoD, is able to obtain the services and supplies 
more economically and efficiently than through direct DoD 
contracting, and is able to comply with all Defense and Federal 
Acquisition Regulations' requirements in the award and 
administration of contracts awarded on DoD's behalf. We also 
recommended that the Under Secretary of Defense for Acquisition 
initiate actions to ensure that effective contract administration 
is provided for existing interagency acquisitions placed through 
the Library of Congress, and that the Under Secretary ensure that 
the material weaknesses identified are reported and tracked as 
required by DoD Directive 5010.38, "Internal Management Control 
Program" (page 5). 

The audit identified internal control weaknesses as defined 
by Public Law 97-255, Office of Management and Budget (0MB) 
Circular A-123, and DoD Directive 5010.38. Controls were not 
established or effective to preclude unauthorized DoD officials 
from approving interagency acquisitions, and to ensure effective 
administration of contracts placed through the Library of 
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- Congress. Recommendations 1., 2., and 3., if implemented, can 
substantially correct these internal control deficiencies. We 
could not determine the monetary benefits to be realized by 
implementing the recommendations (see Appendix C). The monetary 
benefits were not readily identifiable because the amount to be 
derived from complying with Defense and Federal Acquisition 
Regulation requirements depends on future DoD involvement with 
the Library of Congress FEDLINK procurement program. We expect 
this involvement to be greatly reduced because the Library of 
Congress has limited the types of procurement requests that will 
be accepted from the DoD. The senior officials responsible for 
internal controls within the Military Departments and the Defense 
Logistics Agency are being provided a copy of this report. 

A draft of this report was provided on August 23, 1989, to 
the Under Secretary of Defense for Acquisition; Assistant 
Secretary of Defense (Production and Logistics); Assistant 
Secretary of the Army (Financial Management); Assistant Secretary 
of the Navy (Financial Management); Assistant Secretary of the 
Air Force (Financial Management and Comptroller); Director, 
Defense Contract Audit Agency; and Director, Defense Logistics 
Agency. Management comments were received from the Assistant 
Secretary of Defense (Production and Logistics) (Appendix E), 
Navy (Appendix F), Air Force (Appendix G), Defense Logistics 
Agency (Appendix H), Army Materiel Command (Appendix I), and Army 
Health Services Command (Appendix J). 

In response to the management comments received, a meeting 
was held between the Deputy Assistant Secretary of Defense for 
Procurement and the Assistant Inspector General for Auditing. As 
a result of this meeting, we have revised the final report to 
consolidate the deficiencies addressed in the draft report into 
one finding. We have also consolidated our draft report 

recommendations for correcting contract administration 
deficiencies into Recommendation 3. 

We have also reconsidered the position expressed in draft 
Finding C., "Contract Reporting Requirements," that there should 
be a consolidated reporting within the DoD contract reporting 
system of contracts awarded on DoD's behalf by other Federal 
agencies. We believe that the implementation of the 

recommendations contained in this report will provide adequate 
internal controls over interagency acquisitions without imposing 
an additional reporting requirement. We have therefore deleted 
draft audit report Finding C. from this final report. 

The Assistant Secretary of Defense (Production and 
Logistics) concurred with Recommendations A.l. and A. 2. 
(renumbered Recommendations 1. and 2.), and nonconcurred with 
Recommendation A.3. (renumbered Recommendation 4.). The 

Assistant Secretary also concurred with the substance of draft 
Finding B., "Contract Administration," that action needs to be 
implemented to ensure that effective contract administration is 
provided for contracts awarded on DoD's behalf by the Library of 
Congress. 
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The Assistant Secretary's nonconcurrence with Reconunenda- 
tion A.3. (renumbered Recommendation 4.) was based on the 
Assistant Secretary's position that it is not appropriate for the 
DoD Inspector General to recommend that an item is a material 
weakness that requires tracking. We disagree with this position 
and request that the Under Secretary of Defense for Acquisition 
and his representative, the Assistant Secretary of Defense 
(Production and Logistics), reconsider and provide concurrence 
with Recommendation 4. We believe that because the material 
weaknesses identified were widespread throughout DoD and involved 
a Legislative Branch agency that the material weaknesses should 
be included in the Secretary of Defense's annual internal control 
report to the President and the Congress. 

The Navy and the Air Force either concurred or indicated 
agreement with the thrust of all the recommendations and reported 
that they had initiated actions to correct the deficiencies cited 
in this report. 

The Defense Logistics Agency (DLA) concurred with 
Recommendations A.l. and A. 3. (renumbered Recommendations 1. 
and 4.), and partially concurred with Recommendation A.2. 
(renumbered Recommendation 2.). The partial concurrence with 
Recommendation A.2. (renumbered Recommendation 2.) was based on 
DLA's position that disciplinary actions should be limited to 
those who knowingly falsified information to obtain contractor 
support through the Library of Congress. We emphasized in the 
report that disciplinary action should be considered only against 
DoD program officials who flagrantly disregarded the requirements 
of the Defense and Federal Acquisition Regulations. This would 
include any falsification of records as well as other flagrant 
actions that would lead a reasonable person to conclude that the 
DoD program official deliberately circumvented the requirements 
of the Defense and Federal Acquisition Regulations. 

The Army Materiel Command either concurred or indicated 
agreement with the thrust of all the recommendations. 

The Army Health Services Command either concurred or 
indicated agreement with the thrust of all the recommendations 
except for Recommendation A.2. (renumbered Recommendation 2.). 
The Army Health Services Command nonconcurred with the portion of 
Recommendation A.2. (renumbered Recommendation 2.) that 
recommended that disciplinary action be considered against those 
program officials who exceeded their authority by placing orders 
for interagency acquisitions with the Library of Congress. The 
actions taken by program officials at the Army Health Services 
Command have been cited in Part II of this report as an example 
of the type of flagrant disregard of the procurement requirements 
established by the Defense and Federal Acquisition Regulations 
that warrant consideration for disciplinary action. We 
emphasized in the report that the highly unusual and convoluted 
procedures that program officials used at this Army command to 
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bypass DoD procurement channels to place a multimillion-dollar 
noncompetitive procurement should, in our opinion, result in 
appropriate disciplinary action by the Army against the program 
officials involved. 

DoD Directive 7650.3 requires that all recommendations be 
resolved within 6 months of the date of the final report. In 
order to comply with this Directive, we request that the Under 
Secretary of Defense for Acquisition or his representative, the 
Assistant Secretary of Defense (Production and Logistics), 
provide us with final comments on the unresolved issues in this 
report within 60 days of the date of this report. These comments 
should indicate either concurrence or nonconcurrence with the 
results of the review and each of the recommendations. If you 
concur, please describe the actions taken or planned, completion 
dates of actions already taken, and estimated dates of completion 
of planned actions. We also ask that your comments indicate 
concurrence or nonconcurrence with the internal control 
weaknesses identified above. If appropriate, please describe 
alternative actions proposed to achieve the desired 
improvements. If you nonconcur, please state the specific 
reasons for the positions taken. 

We appreciate the courtesies and cooperation extended to the 
audit staff. Audit team members are listed in Appendix K. 
Please contact Mr. Richard Jolliffe, Program Director, at 
(202) 694-6260 (AUTOVON 224-6260) or Mr. Dennis Payne, Project 
Manager, at (202) 694-6259 (AUTOVON 224-6259) if you have any 
questions concerning this report. The distribution of this final 
report is shown in Appendix L. 


' A''T?(5da^ 

AsdU^stant Inspector General 
for Auditing 

cc: 

Secretary of the Army 
Secretary of the Navy 
Secretary of the Air Force 
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REPORT ON THE AUDIT OF CONTRACTING THROUGH 
INTERAGENCY AGREEMENTS WITH THE 
LIBRARY OF CONGRESS 

PART I - INTRODUCTION 


Background 

In 1965, the Federal Library Committee (renamed the Federal 
Library and Information Center Committee [FLICC] in 1984) started 
operations under the direction of the Library of Congress for the 
purpose of making recommendations on Federal library and 
information policies. The FLICC's membership includes 
representatives from all Federal departments and major agencies. 

In 1979, the FLICC organized the Federal Library and Information 
Network (FEDLINK). The primary function of FEDLINK is to provide 
information services to Federal libraries, information centers, 
and other Government activities through basic ordering agreements 
with contractors. FLICC/FEDLINK operates as a division of the 
Library of Congress and works through the Library's contracting 
office to obtain basic ordering agreements that are made 
available to other Federal agencies. This procurement program 
expanded rapidly, and by FY 1988 the Library of Congress had 
established basic ordering agreements with more than 
100 contractors to provide services to more than 800 Federal 
libraries and more than 400 other Federal activities. The 
Library of Congress estimates that the value of contracts has 
increased from about $20 million in FY 1984 to about $100 million 
in FY 1988. 

The number of DoD activities entering into interagency agreements 
with the Library of Congress to obtain contracted services and 
supplies through the FEDLINK procurement program increased from 
551 in FY 1987 to 735 in FY 1988. The value of the DoD 
interagency agreements increased from $35.6 million in FY 1987 to 
$83.4 million in FY 1988. Although most of the interagency 
agreements entered into by DoD activities in FY 1988 were for 
relatively small amounts, as shown by the following schedule, 
36 interagency agreements exceeded $500,000. 


Value of Interagency 

Number 


Amount 

Agreement 

Greater than $1,000,000 

18 

$ 

34,392,874 

$500,000 - $1,000,000 

18 


12,526,461 

$100,000 - $500,000 

111 


25,105,276 

Less than $100,000 

588 


11,336,721 

Total 

735 

$ 

83,361,332 



On January 12, 1989, the Library of Congress General Counsel and 
Inspector General advised the Deputy Inspector General, DoD, that 
the large increase in contracting activity under the FEDLINK 
procurement program had been attributed to DoD activities placing 
contractual orders for services and supplies that appeared to be 
outside of the intended scope of FEDLINK. These contractual 
orders included labor hour and cost reimbursement-type contracts 
for non-library related consulting and design services such as 
database development, network studies, systems analysis and 
programming, conceptual management studies, and scanning and 
similar service requirements. They also included contracts for 
procuring computer equipment. The Library of Congress has 
initiated action to stop further contracting under FEDLINK for 
these types of services and supplies that are beyond those 
library related services and supplies routinely provided by the 
FEDLINK procurement program. The Library of Congress' Inspector 
General has also conducted an internal review of the Library's 
operation and management of the FEDLINK procurement program. 

Objectives and Scope 

The audit was made in response to information provided to us by 
the General Counsel and the Inspector General of the Library of 
Congress. The information concerned possible improprieties 
relating to the practice by several DoD activities of providing 
funding to the Library of Congress for the purpose of contracting 
for services and supplies through the Library's FEDLINK 
procurement program. Our announced objectives were to evaluate: 

the practice by several DoD activities of providing 
funding to the Library of Congress for the purpose of contracting 
for services and supplies, and 

the adequacy of DoD internal control procedures for 
monitoring these contracting activities. 

The Defense and Federal Acquisition Regulation criteria used to 
conduct the audit are summarized in Appendix A. These criteria 
included Defense and Federal Acquisition Regulations 
Subpart 17.5, "Interagency Acquisitions Under the Economy Act," 
and Subpart 1.6, "Contracting Authority and Responsibilities." 

The scope of the audit covered a review of information provided 
by the Library of Congress on its operation and management of the 
FEDLINK procurement program. This included information about 
acquisitions placed for DoD activities since FY 1987. The scope 
of the audit also covered an evaluation of records relating to 
the interagency acquisitions for seven judgmentally selected DoD 
activities that entered into agreements exceeding $1 million 
since FY 1987 for interagency acquisitions with the Library of 
Congress. These seven DoD activities and the principal 
interagency acquisitions reviewed are summarized in Appendix B. 
Statistical sampling procedures were not used because of the 
relatively small number of major interagency acquisitions 
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exceeding $1 million. The judgmental sample provided for a 
balanced coverage of Army, Navy, and Air Force activities. 

This economy and efficiency performance audit was made from 
February through May 1989 in accordance with auditing standards 
issued by the Comptroller General of the United States as 
implemented by the Inspector General, DoD, and accordingly, 
included such tests of internal controls as were considered 
necessary. The activities visited or contacted during the audit 
are listed in Appendix D. 

Internal Controls 


The internal control review determined compliance with Defense 
and Federal Acquisition Regulations’ requirements, which limited 
the authority to approve interagency acquisitions to DoD 
contracting officers and certain designated senior DoD 
officials. The internal control review also assessed the 

adequacy of DoD internal control procedures for ensuring that 
interagency acquisitions between the Library of Congress and the 
DoD activities were effectively administered. We found material 
internal control weaknesses, which are addressed in the Finding 
in Part II of the report. 

Prior Audit Coverage 

We identified no prior audit coverage of this subject area during 
the last 5 years. 
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PART II - FINDING AND RECOMMENDATIONS 


DoD Procurement Channels Bypassed 

FINDING 

DoD program officials circumvented established policy and 
exceeded their authority by not obtaining required approvals from 
DoD procurement officials or designated senior DoD officials in 
placing orders for interagency acquisitions through the Library 
of Congress. Contractor services and supplies were obtained that 
were beyond those routinely and reasonably provided by the 
Library of Congress, and contracts awarded on DoD's behalf by the 
Library of Congress were not effectively administered. This 
condition occurred primarily because internal controls were not 
adequate to ensure compliance with Defense and Federal 
Acquisition Regulations' requirements, and because of the more 
permissive procurement procedures of the Library of Congress. As 
a result, DoD program officials did not obtain the expertise 
available from DoD procurement professionals in determining 
whether an interagency acquisition through the Library of 
Congress was the most economical and efficient method to obtain 
the requested services or supplies. This may have resulted in 
excessive contract prices. The lack of adequate internal 
controls also increased the susceptibility of these procurements 
to mismanagement, abuse, and fraud. 

DISCOSSION OF DETAILS 

Background . Federal Acquisition Regulation (FAR) and 
Defense Federal Acquisition Regulation Supplement (DFARS) 
Subpart 17.5, "Interagency Acquisitions Under the Economy Act," 
prescribe policies and procedures applicable to interagency 
acquisitions under the Economy Act (31 United States Code 
1535). FAR 17.502 states that. 

Under the Economy Act, an agency may place orders with 
any other agency for supplies or services that the 
servicing agency may be in a position . . . to . . . 
obtain by contract if it is determined by the head of 
the requesting agency, or designee, that it is in the 
Government's interest to do so. 


DFARS 2.101 defines "head of the agency" within the DoD as being 
limited to 


, . . the Secretary of Defense, the Assistant 
Secretary of Defense (Production and Logistics), the 
Secretary, Under Secretary, and any Assistant 
Secretary of the Army, Navy, and Air Force, and the 
Director and Deputy Director of Defense agencies, 
except to the extent that any law or executive order 
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limits the exercise of authority to specific 
individuals at the Secretarial level. 

DFARS 17.502 defines the designee of the head of the requesting 
agency as being limited to the contracting officer. Except for 
these designated senior DoD officials and DoD contracting 
officers, no other DoD employee has the authority to approve 
orders for interagency acquisitions under the Economy Act. 

The Defense and Federal Acquisition Regulations limit the 
authority to approve interagency acquisitions to contracting 
officers and certain designated senior DoD officials. The 
regulations were designed to ensure that the expert knowledge of 
DoD procurement professionals was fully used in determining that 
it was in the DoD's best interest to obtain required services or 
supplies through an interagency acquisition rather than through 
direct contracting by DoD. These DoD procurement experts are in 
the best position to ascertain compliance with the various 
provisions of the Defense and Federal Acquisition Regulations, 
which were designed to ensure that all DoD procurements are made 
at fair and reasonable prices and to ensure that contracts are 
adequately administered. 

Decisions that it is in the best interest of the DoD to place 
interagency acquisitions for contracted services and supplies 
through other agencies, such as the Library of Congress, require 
especially close scrutiny. Such agencies may lack the resources 
and skills required to effectively award and administer contracts 
on DoD's behalf. This is particularly important when the 
requested services or supplies are not routinely purchased by the 
other agency. One cannot assume that such agencies can 
effectively adhere to Defense and Federal Acquisition 
Regulations' requirements and obtain the best price available for 
DoD. The Inspector General of the Library of Congress reported 
that there was little or no competition by the Library of 
Congress in establishing contract prices under the Library's 
FEDLINK procurement program. DoD procurement professionals have 
the expert skills to search the marketplace and determine whether 
the contract price offered through the other agency, including 
applicable fees charged by the other agency, is the best price 
available for the requested services and supplies. They also 
have the expertise to ensure that adequate contract 
administration is provided for contracts awarded on DoD's behalf 
by other agencies. 

Details of the Audit . We evaluated seven DoD activities 
that entered into agreements exceeding $1 million since FY 1987 
for interagency acquisitions with the Library of Congress. The 
evaluation disclosed that all of these interagency acquisitions 
were approved by DoD program officials who lacked the authority 
under FAR/DFARS 17.502 to approve such acquisitions. (See 
Appendix B for the seven DoD activities and the principal 
interagency agreements and acquisitions.) The audit also 
disclosed several major deficiencies in the contract 
administration process. 


6 



The principal reason cited by the DoD program officials for not 
obtaining appropriate approvals was their lack of understanding 
of Defense and Federal Acquisition Regulations' restrictions, 
which limited the authority to approve interagency acquisitions 
to certain designated senior DoD officials and DoD contracting 
officers. They also saw the Library of Congress as a means of 
awarding contracts that was quicker and easier than going through 
DoD procurement channels. Internal control procedures and 
practices were not adequate within these DoD activities to 
preclude violations of the Defense and Federal Acquisition 
Regulations' restrictions. Internal control procedures and 
practices also were not adequate to preclude the program 
officials from obtaining the funding required to enter into the 
interagency agreements. Internal control procedures and 
practices at the DoD funding offices did not require any 
approvals from DoD officials authorized to approve interagency 
acquisitions by FAR/DFARS 17.502 before transferring funds to the 
Library of Congress. Internal control procedures at the Library 
of Congress did not prohibit or prevent the acceptance of 
requests for interagency acquisitions from unauthorized DoD 
officials. 


Increased Risks of Contract Overpricing and Increased 
Susceptibility to Mismanagement, Abuse, and Fraud . The lack of 
adequate internal control procedures and practices at the 
seven activities and funding offices increased the risks of 
contract overpricing and increased the susceptibility of the 
procurements to mismanagement, abuse, and fraud. We believe the 
same conditions existed at most of the other DoD activities that 
had interagency agreements with the Library of Congress under the 
FEDLINK procurement program. The following two examples show 
the increased risks associated with the internal control 
deficiencies. 


Army, Health Care Systems Support Activity, 
Tactical Systems Division, San Antonio, Texas . The Army, Health 
Care Systems Support Activity, Tactical Systems Division, San 
Antonio, Texas, used the Library of Congress' FEDLINK procurement 
program as a mechanism for awarding a subcontract to Flight 
Safety Services Corporation. Program officials at this Army 
activity preselected this firm to design computer-based training 
systems based on their belief that this firm was the best 
qualified to perform the required services. Instead of 
contacting the appropriate DoD contracting office and attempting 
to justify a sole-source procurement, the officials explored 
various opportunities for obtaining the services through 
interagency agreements with other Federal agencies who had less 
restrictive procurement rules and practices. 

Army officials reported that they selected an interagency 
agreement with the Library of Congress as the vehicle for 
obtaining this noncompetitive procurement because the Library had 
a FEDLINK contractor. Innovative Technology, Incorporated, that 
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was willing to subcontract on the Army's behalf with Flight 
Safety Services Corporation. Army officials also reported that 
the Library's 5-percent administrative fee for placing the 
contract was lower than the fees required by the other Federal 
agencies they contacted (many of whom were also Executive Branch 
agencies with procurement restrictions similar to DoD). Part of 
the agreement with Innovative Technology, Incorporated, required 
the Army to purchase a $4,190 subscription to the Technical 
Logistics Reference Network (TLRN) services, the standard service 
that Innovative Technology, Incorporated, offered through the 
Library's FEDLINK procurement program. The Army was unable to 
provide us a reason for needing this service. In FY 1988, the 
Army provided $4,328,000 in total funding to the Library of 
Congress to facilitate these contracting arrangements. This 
amount included $207,562 in administrative fees assessed by the 
Library of Congress. 

In addition to the $4,190 subscription that apparently was not 
needed, the Army's actions, at a minimum, increased the costs of 
the services provided by Flight Safety Services Corporation by 
the amount of overhead fees and service charges provided to the 
Library of Congress and to Innovative Technology, Incorporated. 
Even if it was likely that a sole-source noncompetitive 
procurement could have been justified by appropriate DoD 
procurement officials, additional overpricing may have occurred 
because procedures in FAR/DFARS Part 15, "Contracting by 
Negotiation," for negotiating fair and reasonable prices were not 
followed. Neither the Library of Congress nor the Army required 
the contractor to support its proposed price by submitting cost 
and pricing data certified for accuracy, currency, and 
completeness as required by FAR 15.804. The Government did not 
perform any independent cost or price analysis or audit of the 
contractor's proposed price. Independent analyses and audits are 
normally required by FAR/DFARS Part 15 for noncompetitive 
procurements. 


Naval Reserve Force, Information Systems, New 
Orleans, Louisiana . The Naval Reserve Force, Information 
Systems, New Orleans, used the FEDLINK procurement program to 
obtain services from West Coast Information Systems, 
Incorporated, for developing and maintaining a computerized 
financial management system. Total funds transferred by the Navy 
to the Library of Congress in FY 1988 (when these contract 
services began) amounted to $1.6 million, including fees of 
$76,429 assessed by the Library. 

This Navy activity had previously obtained such contract services 
through an interagency agreement with the Department of Energy. 
The Naval Audit Service, in its June 26, 1986, Audit Report 
No. S47525, "Acquisition of Automated Information Systems at 
Commander, Naval Reserve Force, New Orleans, Louisiana," 
criticized this practice. Despite this criticism and an 
agreement to take corrective action, on April 6, 1988, 
nearly 2 years later, the Navy entered into an interagency 
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agreement with the Library of Congress to obtain similar 
contracted services. The Navy justified this interagency 
acquisition on the basis of urgency and reported that it was only 
an interim measure until competitive award procedures could be 
completed. The Navy estimated it would be September 30, 1989, 
more than 3 years after the Naval Audit Service report was issued 
and agreed to, before competitive award procedures could be 
completed. In our opinion, the Navy could not adequately explain 
why such a lengthy period would be required to comply with DoD 
competitive procurement procedures. 

In connection with the placement of this interagency agreement 
with the Library of Congress, the Library of Congress requested 
that the Navy provide a certification that the Navy was in 
compliance with FAR 16.703. FAR 16.703 requires that competition 
be obtained in accordance with Part 6 of the FAR. Although the 
Navy provided the requested certification to the Library of 
Congress on May 3, 1988, the Navy did not provide any evidence 
that any of the competitive requirements of Part 6 of the FAR had 
been met. 

The Navy's actions, at a minimum, increased the costs of the 
services provided by West Coast Information Systems by the amount 
of administrative fees paid to the Library of Congress. In 
addition, even if it was likely that a sole-source noncompetitive 
procurement could have been justified by appropriate DoD 
procurement officials, overpricing may have occurred because, as 
in the case with the Army Health Care Support Activity, 
FAR/DFARS Part 15, "Contracting by Negotiation," procedures for 
negotiating fair and reasonable prices were not followed. 
Neither the Library of Congress nor the Navy required the 
contractor to support its proposed price by submitting cost and 
pricing data certified for accuracy, currency, and completeness 
as required by FAR 15.804. The Government did not make an 
independent cost or price analysis or audit of the contractor's 
proposed price as normally required by FAR/DFARS Part 15 for such 
noncompetitive procurements. 

Contracts Not Effectively Administered . In addition to 
the conditions discussed above concerning the contract award 
process, contracts awarded through the Library of Congress 
FEDLINK procurement program were not effectively administered. 
The most obvious departure from DoD contract administration 
procedures, was the practice by the Library of Congress of making 
contract payments without receiving any assurances that 
contractor services or supplies had been performed or received. 
This practice increased DoD's risks. For the seven DoD 
activities we reviewed, none had consistently approved the 
contractor's invoices before payment by the Library of 
Congress. The following two examples involving contracts placed 
by the Library of Congress for the Naval Aviation Depot, Cherry 
Point, North Carolina, and the Army Laboratory Command, Adelphi, 
Maryland, further illustrate the major problems encountered 
because of the lack of effective contract administration. 
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Large _ Advance _ Payment _ Made _ Without 

Justification . On July 14, 1988, the Naval Aviation Depot, 
Cherry Point, North Carolina, entered into Interagency Agreement 
Number 1455 with the Library of Congress to obtain computer 
equipment and services from STS, Incorporated. Soon thereafter, 
the Navy transferred $2,509,970 to the Library of Congress to 
pay for the requested equipment and services. On July 22, 1988, 
the Library of Congress amended its FY 1988 basic ordering 
agreement with STS, Incorporated, to incorporate the statement of 
work provided by the Navy for this effort. STS, Incorporated, 
had prepared the statement of work, including pricing provisions, 
on the Navy's behalf. On July 28, 1988, STS, Incorporated, 
submitted an invoice to the Library of Congress for $1,048,190 
for the Naval Aviation Depot effort. Although the invoice was 
not clearly labeled as an advance payment, this was obviously its 
intent. The Library of Congress, apparently without contacting 
the Navy or performing any steps to verify the need for an 
advance payment, approved the invoice for payment on August 19, 
1988. When approving and making this advance payment, the 
Library of Congress apparently did not adhere to the strict 
requirements in FAR Subpart 32.4, "Advance Payments," for 
protecting the Government's interest. 

Large Labor Rate Increases Accepted . On May 12, 
1987, the Army Laboratory Command in Adelphi, Maryland, entered 
into Interagency Agreement Number 0972 with the Library of 
Congress for $1,530,000 to obtain contract services for the 
Material Parts Availability Control Program. The services were 
obtained from Innovative Technology, Incorporated, primarily on a 
labor-hour reimbursement basis. On March 7, 1988, this 
interagency agreement was renewed by the Army for an additional 
$2,021,150. Since the contract was awarded in May 1987, the 
labor hour rates charged by Innovative Technology, Incorporated, 
increased substantially as illustrated by the following schedule; 


Labor Hour Rates 


Labor Category 

May 1987 

June 1987 

October 

Senior Consultant 

$75 

$ 105 

$186 

Project Manager 

47 

49 

109 

Lead Systems Analyst 

65 

64 

95 


The Library of Congress apparently accepted these substantial 
increases in labor hour rates without reviewing their 
reasonableness and incorporated them in its basic ordering 
agreement with Innovative Technology, Incorporated. Despite the 
major effect these rate increases had on the cost of the contract 
services obtained, the Army Laboratory Command apparently did not 
object to these rate increases or initiate any audit or 
independent cost or price analysis of their reasonableness. 
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Need to Establish Effective Internal Controls . These four 
examples show that there is a need to establish effective 
internal control procedures and practices to minimize the risk 
that unauthorized DoD officials will approve orders for 
interagency acquisitions. We doubt that authorized DoD 
procurement professionals for the cited examples would have 
determined that it was in DoD's best interest to make these 
procurements through the Library of Congress. We found similar 
internal control deficiencies at the other three DoD 
activities. Authorized procurement professionals generally have 
the expert skills and requisite training necessary to determine 
if the other Federal agency has unique expertise that will enable 
the agency to obtain the requested services or supplies more 
economically and efficiently than through direct DoD 
contracting. They are also in the best position to assess 
whether the other Federal agency is able to comply with all 
Defense and Federal Acquisition Regulations' requirements in the 
award and administration of contracts awarded on DoD's behalf. 
By bypassing the internal controls inherent in compliance with 
the Defense and Federal Acquisition Regulations, DoD activities 
substantially increased the susceptibility of the procurements to 
mismanagement, abuse, and fraud. It is very important that the 
internal controls include steps to ensure that no funds are 
transferred to the Library of Congress for interagency 
acquisitions without obtaining approval from DoD officials 
authorized by FAR/DFARS 17.502. 

Need for Training and Disciplinary Action . The finding that 
unauthorized DoD program officials placed orders for interagency 
acquisitions at the seven DoD activities indicates that there is 
a widespread misunderstanding of the Defense and Federal 
Acquisition Regulation requirements for placing interagency 
acquisitions. To correct this deficiency, appropriate training 
must be provided to DoD program officials. The training should 
focus on why the approval of DoD procurement professionals is 
required whenever an interagency procurement is contemplated. 
The training should emphasize that interagency acquisitions 
should only be approved when the other Federal agency 

Has unique expertise not available within DoD, 

Is able to obtain the services or supplies more 
economically and efficiently than would be available through 
direct DoD contracting, and 

Is able to comply with all Defense and Federal 
Acquisition Regulations' requirements in the award and 
administration of contracts awarded on DoD's behalf. 

Appropriate disciplinary action should also be considered against 
the DoD program officials who have flagrantly disregarded the 
requirements of the Defense and Federal Acquisition Regulations 
in their placement of interagency acquisitions. In our opinion, 
the actions taken by program officials at the Army Health Care 
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Systems Support Activity, San Antonio, Texas, and at the Naval 
Reserve Force, Information Systems, New Orleans, Louisiana, are 
examples of flagrant disregard for Defense and Federal 
Acquisition Regulations. 

Need for Actions to Improve Contract Administration . The 
Library of Congress has advised the appropriate DoD officials of 
its inability to provide effective contract administration for 
most of the major outstanding FEDLINK contracts it has awarded on 
DoD's behalf. DoD contract administration officials have taken 
over most of the contract administration responsibilities 
required for these contracts. Actions need to be taken to ensure 
that adequate contract administration is provided for the other 
existing FEDLINK contracts placed on DoD's behalf by the Library 
of Congress. 


RECOMMENDATIONS FOR CORRECTIVE ACTION 

We recommend that the Under Secretary of Defense for Acquisition 
direct the Army, Navy, Air Force, and Defense Agencies to: 

1. Establish internal control procedures and practices to 
minimize the risk that orders for interagency acquisitions will 
be placed by unauthorized DoD program officials. These internal 
control procedures and practices should include steps to ensure 
that no funds are transferred to the Library of Congress for 
interagency acquisitions without the approval of the DoD 
officials authorized by FAR/DFARS 17.502. 

2. Initiate appropriate training and consider disciplinary 
actions for the program officials who exceeded their authority by 
placing orders for interagency acquisitions with the Library of 
Congress. Reemphasize that acquisitions of services or supplies 
should only be obtained through an interagency acquisition with 
another Federal agency when that agency has unique expertise not 
available within DoD, is able to obtain the services or supplies 
more economically and efficiently than through direct DoD 
contracting, and is able to comply with all Defense and Federal 
Acquisition Regulations' requirements in the award and 
administration of contracts awarded on DoD's behalf. 

3. Establish arrangements with the Library of Congress to 
ensure that effective contract administration is provided for all 
existing interagency acquisitions placed through the Library of 
Congress. This includes steps to ensure that either the Library 
of Congress or DoD carries out all of the contract administration 
responsibilities specified in FAR Part 42, "Contract 
Administration." 

4. Report and track the material weaknesses identified as 
required by DoD Directive 5010.38, "Internal Management Control 
Program." Because the material weaknesses identified were 
widespread throughout DoD and involved a Legislative Branch 
agency these material weaknesses should be included in the 
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Secretary of Defense's annual internal control report to the 
President and Congress as required by Title 31, United States 
Code, Section 512, and by 0MB Memorandum, "Year-End Internal 
Control Report," September 26, 1983. 

MANAGEMENT COMMENTS 

Under Secretary of Defense for Acquisition/Assistant Secretary 
of Defense (Production and Logistics) 

The Assistant Secretary of Defense (Production and Logistics) 
concurred with Recommendations A.l. and A. 2. (renumbered 
Recommendations 1. and 2.). The Assistant Secretary also 
concurred with the substance of draft audit report Finding B., 
"Contract Administration," (draft Finding B. has been 
consolidated with this Finding) that actions need to be 
implemented to ensure that effective contract administration is 
provided for contracts awarded on DoD's behalf by the Library of 
Congress. The Assistant Secretary voiced concern that the 
Library of Congress accepted a fee for performing these contract 
administration services and that if the Library is not in a 
position to provide these services the Library should refund a 
portion of its fees. 

The Assistant Secretary nonconcurred with Recommendation A. 3. 
(renumbered Recommendation 4.) stating that it was not 
appropriate for the DoD Inspector General to recommend that an 
item is a material weakness that requires tracking. 

The complete text of the Assistant Secretary's comments is in 
Appendix E. 

Navy 

The Navy concurred with Recommendations A.l., A.2., and A. 3. 
(renumbered Recommendations 1., 2., and 4.) and has initiated 

corrective actions. The Navy also was in agreement that action 
was needed to ensure that DoD contracting through interagency 
agreements is properly administered. The complete text of the 
Navy's comments is in Appendix F. 

Air Force 


The Air Force concurred with Recommendations A.l., A.2., and A.3. 
(renumbered Recommendations 1., 2., and 4.) and has initiated 
corrective actions. The Air Force also was in agreement that 
action was needed to ensure that DoD contracting through 
interagency agreements is properly administered. The complete 
text of the Air Force's comments is in Appendix G. 


13 



Defense Logistics Agency 


The Defense Logistics Agency (DLA) concurred with 
Recommendations A.l. and A.3. (renumbered Recommendations 1. 
and 4.) and partially concurred with Recommendation A.2. 
(renumbered Recommendation 2.)* The DLA also was in agreement 
that action was needed to ensure that DoD contracting through 
interagency agreements is properly administered. The partial 
concurrence with Recommendation A.2. (renumbered Recommenda¬ 
tion 2.) was based on DLA's position that disciplinary actions 
should be limited to those who knowingly falsified information to 
obtain contractor support through the Library of Congress. DLA 
also suggested that one way to remedy confusion would be to amend 
the Defense Federal Acquisition Regulation Supplement (DFARS) to 
either clarify which agency the approving contracting officer is 
within, or delete the current DFARS coverage and require 
adherence to the Federal Acquisition Regulation (FAR) agency head 
or designee criteria. The complete text of the Defense Logistics 
Agency's comments is in Appendix H. 

Army 

The Army's comments were provided by the Army Materiel Command 
and the Army Health Services Command. 

The Army Materiel Command concurred with the finding and stated 
that improvements need to be made in the DoD's and Army's 
guidance and procedures for interagency acquisitions. The 
complete text of the Army Materiel Command's comments is in 
Appendix I. 

The Army Health Services Command nonconcurred with the portion of 
Recommendation A.2.(renumbered Recommendation 2.) that 
disciplinary action be considered for program officials who 
exceeded their authority by placing orders for interagency 
acquisitions with the Library of Congress. The Army Health 
Services Command stated that its officials acted in good faith 
and that there was no intentional wrongdoing. The complete text 
of the Army Health Services Command's comments is in Appendix J. 

AUDIT RESPONSE TO MANAGEMENT COMMENTS 


Under Secretary of Defense for Acquisition/Assistant Secretary 
of Defense (Production and Logistics) 

We are in agreement with the Assistant Secretary's position that 
the Library of Congress received a fee for performing contract 
administration services and should have provided these 
services. However, as we have stated in the report, the Library 
of Congress is not in a position to effectively administer major 
contracts for the DoD. The two most important issues that need 
to be addressed are first the need to ensure that adequate 
contract administration is provided for existing interagency 
acquisitions, and second the need to ensure that future requests 
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for interagency acquisitions are not approved until a 
determination is made that the Library of Congress is in a 
position to effectively administer the contract. We have 
therefore recommended that arrangements be established with the 
Library of Congress to ensure that effective contract 
administration is established for existing interagency 
acquisitions (Recommendation 3.). Accomplishment of 
Recommendations 1. and 2. should ensure that future interagency 
acquisitions with the Library of Congress are approved only after 
a determination is reached that the Library of Congress will be 
in a position to effectively administer the contract. 
Recommendation 3. has already been substantially implemented 
through agreements that have been reached between the Library of 
Congress and appropriate DoD officials for DoD to take over most 
of the contract administration responsibilities for existing 
major FEDLINK contracts awarded by the Library of Congress on 
DoD's behalf. 

We disagree with the Assistant Secretary's position that it is 
not the responsibility of the DoD Inspector General to advise DoD 
management of material weaknesses uncovered during the audit 
process, and to recommend that these material weaknesses be 
reported and tracked as required by DoD Directive 5010.38, 
"Internal Management Control Program." We have emphasized in 
this report that, because the material weaknesses identified were 
widespread throughout DoD and involved a Legislative Branch 
agency, these material weaknesses should be included in the 
Secretary of Defense's annual internal control report to the 
President and Congress as required by Title 31, United States 
Code, Section 512, and by 0MB Memorandum, "Year-End Internal 
Control Report," September 26, 1983. 

On January 16, 1990, the Assistant Inspector General for Auditing 
met with the Deputy Assistant Secretary of Defense for 
Procurement, to discuss the proposed memorandum the Assistant 
Secretary planned to issue to the Services and Defense Agencies 
to correct the deficiencies cited in this report. Preliminary 
agreements were reached that the memorandum should; 

Be signed by the Under Secretary of Defense for 
Acquisition to emphasize its importance and the need to take 
prompt corrective action. 

- Emphasize the need to promptly implement internal control 
procedures that will ensure that no funds are transferred to 
another Federal agency for interagency acquisitions without the 
approval of the DoD officials authorized by FAR/DFARS 17.502. 

- Emphasize the need to limit future interagency 
acquisitions to the acquisition of supplies and services where 
the other Federal agency has unique expertise not available 
within DoD, is able to obtain the supplies or services more 
economically and efficiently than through direct DoD contracting, 
and is able to comply with all Defense and Federal Acquisition 
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Regulations' requirements in the award and administration of any 
contracts awarded on DoD's behalf. 

Defense Logistics Agency 

We agree with the Defense Logistics Agency's position that 
disciplinary action should not be taken against all DoD program 
officials who exceeded their authority by placing orders for 
interagency acquisitions with the Library of Congress. As stated 
in the report, it is our position that appropriate disciplinary 
action be considered only against DoD program officials who have 
flagrantly disregarded the requirements of the Defense and 
Federal Acquisition Regulations in their placement of interagency 
acquisitions. This would include any instances of falsification 
of records as well as other flagrant actions that would lead a 
reasonable person to conclude that the DoD program official 
deliberately circumvented the requirements of the Defense and 
Federal Acquisition Regulations. We have provided two examples 
in the report of flagrant disregard. 

We do not believe that there is a need to amend the Defense 
Federal Acquisition Regulation Supplement (DFARS) to state that 
only a DoD contracting officer can serve as the designee of the 
head of the requesting agency within DoD. DFARS 17.502(a) states 
clearly, "For the purpose of FAR 17.502, the designee of the head 
of the requesting agency within DoD (underlining added) is the 
contracting officer unless otherwise directed by departmental 
regulations." FAR 17.502 establishes the requirement that the 
head of the requesting agency (DoD), or designee, determine that 
it is in the Government's interest for the requesting agency 
(DoD) to place an order with another agency (Library of Congress) 
to obtain supplies or services that the servicing agency (Library 
of Congress) may be in a position to obtain by contract. Such a 
determination by its very nature would need to be made by an 
official of the requesting agency (DoD), not the servicing agency 
(Library of Congress). 

Army 

We agree with the Army Materiel Command's position that 
improvements need to be made in the DoD's and Army's guidance and 
procedures in the area of interagency acquisitions. 

As detailed in the report, we found that the actions taken by 
program officials at the Army Health Services Command showed a 
flagrant disregard for the procurement requirements established 
by Defense and Federal Acquisition Regulations. These program 
officials preselected the company they wanted to perform the 
work. Then, instead of using appropriate DoD procurement 
channels to justify their desire for a noncompetitive 
procurement, they explored opportunities for carrying out their 
desire for a noncompetitive procurement through interagency 
agreements with at least three other Federal agencies. These 
program officials then entered into a convoluted arrangement 
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through the Library of Congress, whereby one of the Library's 
contractors (Innovative Technology, Incorporated) agreed to enter 
into a subcontract with the Army's preselected company if the 
Army would purchase a $4,190 subscription to the standard library 
service offered by Innovative Technology, Incorporated. These 
Army program officials then initiated actions to provide 
$4,328,000 to the Library of Congress to facilitate these highly 
unusual contracting arrangements. The procedures that these Army 
program officials used to bypass DoD procurement channels (to 
place a multimillion-dollar noncompetitive procurement) should 
result in the Army taking appropriate disciplinary action against 
the program officials involved. 
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COMPENDIUM OF FEDERAL AMD DEFENSE ACQUISITION 
REGULATIONS APPLICABLE TO INTERAGENCY ACQUISITIONS 


FAR/DFARS Subpart 1.6, “Contracting Authority and Responsi¬ 
bilities” - Makes the contracting officer responsible for 
ensuring that contracts are effectively administered; the 
contracting officer must either administer contracts directly or 
delegate responsibilities to contract administration offices, as 
provided for by FAR Subpart 42.2, "Assignment of Contract 
Administration." 

FAR/DFARS 2.101, "Definitions" - Defines "Head of the Agency" 
within the DoD as being limited to the Secretary of Defense; the 
Assistant Secretary of Defense (Production and Logistics); the 
Secretary, Under Secretary, and Assistant Secretaries of the 
Army, Navy, and Air Force; and the Directors and Deputy Directors 
of Defense agencies, except to the extent that any law or 
Executive order limits the exercise of authority to specific 
individuals at the Secretarial level. 

FAR/DFARS Subpart 4.6, "Contract Reporting" - Establishes 
reporting requirements and procedures for reporting all 
contracting actions, including actions involving the placement 
of an order under another agency's contract, such as Library of 
Congress FEDLINK contracts. These data are the basis of 
recurring and special reports to the President, the Congress, the 
General Accounting Office, and the general public. The data are 
used to measure and assess the impact of Federal contracting on 
the Nation's economy. The data are also used for other policy 
and management control purposes. 

FAR 5.101 and 5.201, "Publicizing Contract Actions" - Requires 
contracting officers to publicize in the Commerce Business Daily 
most contractual actions expected to exceed $25,000. 

FAR/DFARS Part 6, "Competition Requirements" - Establishes 
requirement for full and open competition for all contractual 
requirements. Limits the use of sole source and less than fully 
competitive contracting procedures and requires substantial 
justification for any exceptions to full and open competition. 

FAR/DFARS Part 7, "Acquisition Planning" - Requires agencies to 
perform acquisition planning and to conduct market surveys for 
all acquisitions in order to promote and provide for full and 
open competition, or to obtain competition to the maximum extent 
practicable. 

FAR/DFARS Part 15, "Contracting by Negotiation" - Defines 
procedures and requirements for establishing contract prices for 
contracts not awarded through competitive sealed bidding 
procedures. Covers negotiation requirements for both competitive 
and noncompetitive procurements. Includes several requirements 
to ensure the reasonableness of negotiated contract prices, 
including requirements for performing cost or price analysis. 
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obtaining field pricing support, obtaining from the contractor 
cost and pricing data, and requiring the contractor to provide a 
certificate of current cost or pricing data certifying to the 
accuracy, currency, and completeness of the cost and pricing data 
provided. 

FAR 16.703., "Basic Ordering Agreements" - A basic ordering 
agreement is a written instrument of understanding (not a 
contract) negotiated between an agency, contracting activity, or 
contracting office and a contractor, containing terms and clauses 
that apply to future contracts (orders) between the parties 
during its term. It contains a description of the supplies or 
services to be provided and the methods for pricing, issuing, and 
delivering future orders under the basic ordering agreement. 
Basic ordering agreements are intended to be used only when a 
substantial recurring requirement is expected for the same type 
of supplies or services. Before reaching any decision to issue 
an order under a basic ordering agreement, the contracting 
officer is required to obtain competition in accordance with FAR 
Part 6, to ensure that the use of the basic ordering agreement is 
not prejudicial to other offerors, and to meet all contractual 
requirements that would be required if the order were a contract 
awarded independently of a basic ordering agreement. 

FAR/DFARS Subpart 17.5, "Interagency Acquisitions Under the 
Economy Act” - Provides that an agency may place orders with any 
other agency for supplies or services that the servicing agency 
may be in a position to obtain by contract if it is determined by 
the head of the requesting agency, or designee, that it is in the 
Government's interest to do so. FAR/DFARS 2.101 defines the head 
of the agency in DoD as including only a limited number of 
senior-level officials. DFARS 17.502(a) defines the designee of 
the head of the requesting agency within the DoD as being limited 
to contracting officers unless otherwise directed by departmental 
regulations. FAR 17.504 requires the servicing agency to comply 
fully with the competition requirements of FAR Part 6 when an 
interagency acquisition requires the servicing agency to award a 
contract. 

FAR/DFARS Subpart 32.4, "Advance Payments" - Establishes 
procedures and requirements that must be met before any 
contractor request for advance payments can be authorized. 

FAR/DFARS Subpart 42.3, "Contract Administration Office 
Functions " - Provides that actions be taken to ensure that 
contracts are effectively administered in circumstances where the 
procuring contracting officer delegates all or a portion of the 
responsibilities for contract administration to a contract 
administration office. 
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lAG* Estimated Library Total 

DoD Activity FY No. Contractor Contract Value Admin. Fees lAG Value 
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APPENDIX B 


IAG is an Interagency Agreement 


SCHEDULE OF POTENTIAL MONETARY AND OTHER 
BENEFITS RESULTING FROM AUDIT 


Recommendation 

Reference 

Description of Benefit 

Amount and 

Type of Benefit 

1. 

Improve internal control 
procedures by reducing risk 
that further orders for 
interagency acquisitions 
will be placed by 
unauthorized DoD program 
officials. 

Nonmonetary 
Nonquantifiable 

2. 

Improve internal control 
procedures by providing 
training on requirements 
for placing interagency 
acquisitions and 
disciplinary action for 
those who violate these 
requirements. 

Nonmonetary 
Nonquantifiable 

3. 

Improve internal control 
procedures by ensuring 
effective administration 
of existing interagency 
acquisitions. 

Nonmonetary 
Nonquantifiable 

4. 

Help ensure implementation 
of Recommendations 1., 2., 
and 3. 

Nonmonetary 
Nonquantifiable 
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ACTIVITIES VISITED OR CONTACTED 


Office of the Secretary of Defense 

Under Secretary of Defense for Acquisition, Washington, DC 

Assistant Secretary of Defense (Production and Logistics), 
Washington, DC 

Department of the Army 

Assistant Secretary of the Army (Financial Management), 
Washington, DC 

Assistant Secretary of the Army (Research, Development, 
and Acquisition), Washington, DC 

Army Laboratory Command, Material Parts and Availability 
Control Program Office, Adelphi, MD 

Office of Chief of Staff for Operations and Plans, 

Information Management Office, Washington, DC 

Health Care Systems Support Activity, Tactical Systems 
Division, San Antonio, TX 

Department of the Navy 

Assistant Secretary of the Navy (Financial Management), 
Washington, DC 

Assistant Secretary of the Navy (Shipbuilding and Logistics), 
Washington, DC 

Naval Aviation Depot, Cherry Point, NC 

Naval Military Sealift Command, Technical Information Office, 
Washington, DC 

Naval Reserve Force, Information Systems Office, 

New Orleans, LA 

Department of the Air Force 

Assistant Secretary of the Air Force (Financial Management 
and Comptroller), Washington, DC 

Air Force Logistics Command, Engineering Services Division, 
Wright-Patterson APB, OH 


Defense Contract Audit Agency 

Headquarters, Alexandria, VA 
Annandale Branch Office, Annandale, VA 
Germantown Branch Office, Germantown, MD 
Reston Branch Office, Reston, VA 
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Defense Logistics Agency 
Headquarters, Alexandria, VA 

Defense Technical Information Center, Alexandria, VA 
Non-DoD 

Library of Congress, Washington, DC 
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FROOUCTION AND 
I^OCISTICf 


P/CPA 


ASSISTANT SECRETARY OF DEFENSE 

WASHINGTON, D C. 2030l>«000 


October 20, 1989 


MEMORANDUM FOR DEPUTY ASSISTANT INSPECTOR GENERAL FOR AUDITING 


SUBJECT: Draft Report on the Audit of Contracting Through 

Interagency Agreements With the Library of Congress 
(Project No, 9CA-5009) 


This is in response to your request for comments on the 
subject draft report. Attached for your consideration are 
specific comments on the recommendations pertaining to USD(A). 

It should be noted that the main reason for the 
inappropriate circumvention of DoD contracting procedures 
described in your report is the mounting frustration of program 
officials who generate requirements with the lengthy competition 
process. They evidently believed that the Library of Congress 
was not subject to recent laws that have caused the OoD - 
procurement process to become ever more cumbersome and complex. 
These laws have increased lead times on non-major system 
competitive awards to an average of 6 to 8 months. The Library 
of Congress was able to issue orders on a sole source basis in a 
few days. 



Attachment 
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DRAFT REPORT ON THE AUDIT OF CONTRACTING THROUGH 
INTERAGENCY AGREEMENTS WITH THE LIBRARY OF CONGRESS 
PROJECT NO. 9CA-5009 


We reconunend that the Under Secretary of Defense for 
Acquisition direct the Army, Navy, Air Force, and Defense 
Agencies to: 


Beconunendation A. 1. Establish internal control procedures and 
practices to minimize the risk that orders for interagency 
acquisitions will be placed by unauthorized DoD program 
officials. These control procedures and practices should 
include steps to ensure that no funds are transferred to the 
Library of Congress for interagency acquisitions without 
obtaining approval from the authorized DoD officials denoted in 
FAR/DFARS 17.502. 


ASD(P4L) position: Concur. ASD(P&L) will issue a memorandum to 
the Services and Defense Agencies highlighting the DoDIG 
findings and reminding DoD program officials of their 
responsibilities to use their contracting offices. 


Recommendation A. 2. Initiate appropriate training and consider 
disciplinary actions for the program officials who exceeded 
their authority by placing orders for interagency acquisitions 
with the Library of Congress. This should apply to those 
actions disclosed by this report and those likely to be 
disclosed when the recommendations on “contract^administr-ation-m 
Finding B are implemented. 

ASD(P&L) position: Concur. Pursuant to the ASD(P&L) memorandum 
and the DoDIG report, the Services and Defense Agencies should 
take actions to ensure that program officials are aware of their 
responsibilities. 


Recommendation A. 3. Report and track the material weaknesses 
identified as required by DoD Directive 5010.38, "Internal 
Management Control Program." 

ASD(P6L) position: Nonconcur. DoD Directive 5010.38, "Internal 
Management Control Program," in its enclosure 4, paragraph C 
provides direction on "Determining a Material Weakness." It 
specifies that the determination is a management decision. 
Therefore, it is not appropriate for the DoDIG to recommend that 
an item is a "material weakness," and subsequently put that 
recommendation in the audit followup cycle. We suggest that it 
is an aberration - not a material weakness that requires 
tracking. 


2B 


Final 

Report 
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We recommend that the Under Secretary of 
Acquisition direct the Army, Navy, Air Force, and Defense 

Agencies to: 

Recommendation B. 1. Establish arrangements 

Conaress for the cognizant DoD contract administration office to 
peJIoffeontract administration functions f®^ -Jl and 

future interagency acquisitions placed through the Library of 

Congress. 

ASD(PSL) position: Partially concur. When the 
Conqress accepted the funding from DoD program officials, ^ . 
agreed to perform a service by placing a contract and performing 
aLociated responsibilities, including performing contract 
administration services. The Library of Congress charged a f®® 
to accomplish these services. The ASD(P4L) memorandum discussed 
earlier will also direct the Services and .. 

perform contract administration services onli if the Library of 
Congress either refunds a portion of the fee for existing 
interagency acquisitions or reduces its fee for future, 
legitimate interagency acquisitions. 


Final 

Report 

Reference 


Recommendation B. 2. Establish arrangements with the Library of 
Congress to ensure that the Library does not make further 
contractor payments until a certification is received from the 
cognizant DoD contract administration official that the required 
contractor work has been performed or equipment delivered. 


ASD(PfiL) posttionr •Concur,--if DoD contract administration is - 

used. 


* 


Recommendation B. 3. Ensure that interagency agreements for 
procurements placed through the Library of Congress that 
exceeded $500,000 and procurements for lesser amounts where ^ 
warranted, which were awarded on a cost-type, time and material, 
or labor-hour reimbursement basis, are not closed by the Library 
of Congress until the Defense Contract Audit Agency performs an 
independent audit to verify the incurrence of the costs and 
hours claimed. 

ASD(P4L) position: Concur assuming charges are adjusted as 
noted in Recommendation B. 1. above. 

Recommendation B. 4. Report and track the material weaknesses 
identified as required by DoD Directive 5010.38, "Internal 
Management Control Program." 

ASD{P&L) position: Nonconcur. See response to A. 3. 


* Revised and consolidated into Recommendation 3. 
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Agencies to: i 

^ « r 1 Establish internal control procedures and 

Recommendation C. 1. ^rtntract reoorting requirements 

through DoD procurement offices. 

ASD(PiL) ,"°es®2n“Mde?'’ot othet^cont?aet Sctioron 

lehatrSf thf^D SHdirits contract/BOA, ‘hat agency assuros 
oenait oi. reoortina the transaction, not the dod. 

fisooLibility^of reporting in the DD 350 system by using codes 
responsibility or p y atjorooriate. Implementation of 

offices. 

« r 2 Report and track the material weaknesses 

iaeSufied is reiiUed b? DoD 5010.38, "Internal Management 

Control Program."__ __ . _ _ 

ASD(P&L) position: Nonconcur. See response to A. 3. 


Final 

Report 

Reference 


* Recommendation deleted. 
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DKPARTMKNT OF TMC NAVY 

TME ttCRKTAflV Of TMf OAVT 

lOMIOOUILOIMO AMO LOOlOTICOt 
WAONMIOTOM. B«. lOSM-OOOO 


1 NOV 1989 


memorandum for orpartment op defense assistant inspector general 

(auditing) 

* draft report on the audit of contracting through 
?“eLgE^ *cLS!lN?rHlW THE tlBRMY Of C0H08ESS 
(PROJECT NO. 9CA-5009) 

Enel: (1) Navy Comments on Subject Draft Report 

The subject draft report has been reviewod. we concur in 
oeneral with the findings and recommendations. Navy corrective 
Setion will be addressed to the broader issue of interagency 
uansfwxs of funds: it will Include but not be limited to 
contracting with the Library of Congress. 

Enclosure (1) provides additional information on the Navy s 
plan to correct problems of the type identified by the sxibject 
report. Questions or comments should be directed to Mr, Joseph 
Sousa* 692-4672/3. 


FRANK W. SWOFFORD 


By Direction of the Secretary of the Navy 


Copy to: 

HAVINSGEN 
NCB-53 
NAVAIR IC 
NAVSUP IG 

Naval Reserve Force 
MSC 16 
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Reconungndation A{l) i 

1. BBtablish internal control proceduraa and practices to 
flvinlmlze the risk that orders for interagency acquisitions will 
be placed by unauthorised DoD prograin officials. These 
control prccedurea and practicea should include steps to ensure 
that no funds ate transferred to the Library of Congress for 
interagency acquiaitions without obtaining ™ 

authorited DoD officials denoted in FAR/DFARS 17,502. 


Navy Position: 

Concur with the recommendation. The Navy has independently 
identified additional unauthorised interagency acquisitions, we 
have determined that internal control procedures and practices 
are needed to minimise risk, over all interagency ac^isitions, 
not solely those with the Library of Congress. An important 
initial step has been taken: all interagency acquisitions 
involving automatic data resources now require approval by legal 
counsel (see Attachment 1). Additional action will include (i) 
alerting cognizant personnel of the need to follow statutory and 
regulatory requirements in interagency acquisition: (ii) issuing 
a SECNAV instruction requiring activities to establish 
appropriate financial and managerial controls: aw (lii) 
monitoring activity implementation as a special interest item 
through at least one Procurement Management Review cycle. Action 
is anticipated to be completed as set forth in Attachment 2. 


Recommendation A (2) : 

2, Initiate appropriate training and consider disciplinary 
action for the program officials who exceeded their authority by 
placing orders for interagency acquisitions with the Library of 
Congress. This should apply to those actions disclosed by this 
report and those likely to be disclosed when the. recommendations 
on contract administration in Finding B. are implemented. 


Navy Position: 

Concur with the recommendation. Lack of understanding of 
the regulations appears to be the principal reason for the 
actions disclosed by the report. Program officials throughout 
the Navy need a better understanding of the correct way to 
utilize interagency agreements. The Navy plans to alert program 
and other cognizant officials of the regulations, as discussed in 
the response to Ad) above. Disciplinary action will be taken 
where appropriate, giving consideration to the obscurity and lack 
of clarity of our regulations governing interagency transfers. 
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Reccpmendation A(3) ; 

3, Mport and track tha material waaknasaas idantlfiad aa 4 . 
raquired by DoD Oiractive 5010.38, ■Intarnal Management Control 
Program.* 

Navy Poeltion; 

Concur. Have implemented. See Attachment 2. 

Recommendations B(l»4) t * 

We recommend that the Under Secretary of Defense for 
Acquisition direct the Army, Navy, Air Force, and Defense 
agencies tot 

1. Establish arrangements with tha Library of Congress for 
the cognizant Oou contract administration office to perform 
contract administration functions for all existing and future 
interagency acquisitions placed through the Library of Congress. 

2. Establish arrangements with the Library of Congress to 
ensure that the Library does not make further contractor payments 
until a certification is received from the cognizant DoD contract 
administration official that the required contractor work has 
beer performed or equipment delivered. 

3. Ensure that interagency agreements for procurement 
placed through the Library of Congress that exceed $500,000 and 
procurements for lesser amounts where warranted, which were 
awarded on a cost-type, time and material, or labor-hour 
reimbursement basis, are not closed by the Library of Congress 
until the Defense Contract Audit Agency performs an independent 
audit to verify the incurrence of the costs and hours claimed. 

4. Report and track the material weaknesses identified as 
required by DoD Directive S010.38, “Internal Management Control 
Program,* 

Navy Position! 

The Navy agrees that action is necessary to ensure that DoD 
contracting through interagency agreement is properly 
administered. Since contract administration in DoD has been 
centralized, we cannot concur that the individual services should 
each take action to resolve the problem. The contract 
administration procedures with Library of Congress and other 
civilian agencies should be established by OSD/DLA for all the 
services. 


* Revised and consolidated into Recommendation 3. 
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We suggest that DLA consider establishing a program of 
monitoring the effectiveness of civilian agency administration of 
interagency contracts with DoD* and publish in the DFAR a list of 
agencies which have adequate administrative controls. It would 
then be practicable for cognisant officials to ensure that 
suitable contract administration resources were available prior 
to entering into an interagency agreement. 

* 

Recommendations 

1. Establish internal control procadures and practices that 
will ensure that contract reporting requirements of Defense 
Federal Acquisition Regulation 4.6 are met for future interagency 
acquisitions made through the Library of Congresa. Thase 
internal control procedures and practices should include steps to 
ensure that future interagency acquisitions are made through DoD 
procurement offices. 

2. Report and track the material weaknesses identified as 
required by DoD Directive 5010.38. "Internal Management Control 
Program." 

Navy Position: 

Concur. Our action in response to the recommendations in 
Section A of the report will ensure that DD350 reporting required 
by existing regulation will be accomplished. We do not propose 
to treat the Inadequate DD350 reporting as a separate internal 
control weakness, because it appears directly related to the 
problem of issuance of orders by unauthorised officials. 

An additional control worth considering would be to require 
agencies, federally funded research and development centers and 
other activities accepting interagency transfers to ensure that 
only work which is within or at least closely related to their 
mission is accepted. If the Library of Congress had adhered to 
this principle, the problems cited in the report woula not have 
occurred. This control could best be initiated at the OSD level, 
as it would require cooperation of numerous DoD activities and 
civilian agencies. 


* Recommendations deleted. 
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PgrA ^MtWt Oy T MK WAVT 


28 AUG 1989 


HBMOBMOUM for OXSTRXWFtOM 


srsisjssrjs?; s.ssc^“”‘- 

(b) BOKI*H*M«Mr»ndu« 5MO, DOKI*M{C) HO. *«a o* X7 Sttly 

(0) im iSSuitlon Proeoaurot lupplo-wt <HWt) 
7.103(«)0) 

(d) MAPS 7.103(9)(F0) 

End: (1) Acquisition Plan for»«t for eo»rel«Ily Avtlliblo 

iSrtUt^for^Cowstltlon trioflno F*P«* 

forraat for Docuasntlnq Action TiKcn In Rccpwic# to _ 

Voz^r CooBcntB 

/.X inersstcd eoMunicttlon with inductsy 

to s s§rproe»r.«nt. •.£.*««. 

•• urm i iitt i cn ^ t,quir».nt tm *p; loeiudoo 

0- (el for ADP rciOurcM ntnAEod undor 

SE(^AVINSTC 9231.1 end 5236.1 !• cinccltO. APj now 
rsouired to be ipprovcd prior to fomti 
ilsusncc for all ADP raaourcaa with acquisition cost 
Bsatinq or sxcssdlng ths following thrasholds: 

(1^ CoaBBsrclally available ADP hardware - 
^ ^ S5?000,000 contractual cost for all yaari 

’ (ASN(SaL) approval rsquirad: see ancloeura 1) 

111^ Other ADP resources - 85,000,000 In any one 
^ Year? or $15,000,000 for all years (approval 
in aceerdance with rsfarsnea (d)) 

^^y*Con!patitlon^Br i sSn 9 Paper" utilising the format 

sisHH ‘.ssus s'ss.s •oS.ottss 

tl ihleS S .WLltlOb 1. not toqulrod. 


.35 


APPENDIX F 
Page 5 of 9 


Xt shall bs rsvisifsd by ths sotislty 

So snsurs sosiofi hss boon ssbsfi So 

full sod opsn eospttltion. 

^*^*^'^55!! ^rsSusiti* for*' propossl^CilfJs^^pJs'Sollolttuoo 

St^sncwsgsd for all nogotlstsd 
* eoMMreislly svsilsbls hsrdssrs cost of $300,000 w 
Mr^^lccc ths contracting Offiear datarminaa that 
uss will not anhanea cospstltion* 


" si l le ltatlona for coamarolally availabla hardwara 
with 2i a«Jctad coat of ovar $100,000 thall^oontain a 

“t! pltt ..ttlng <orth th. W hjr4.«. 1 « 

and daacriblng availabla powar, haatlng, air 
conditioning, oparatlng aoftwars, 

JhS'h^lSCrirto S^duSltaSTow BUMrou* 

tha Contracting Offlcar will bs *** anaurlng 

that offarora' coauRanta regarding .-4.4 

aDaeiflcatlena art fully eonaidawd, and 
takan la appropriataly docuaantad. Eneloaura (3) Is a 
JSgJSatId fSrsit for aussarialng this inforwatlon. 

^^^^^gi^iliS^act l S itlaa, contracting offlcara, and 
ravi2J%pprSvtl authoritlaa shall taka full tfantaga of 
opportunltlaa to aava oonay by coablning raqulrananta. 

«• ®®®*T5rttt5?StS!lStlon by 1.9.1 coun,.l th.t ..eh 
propoaad intaragancy purchaaa of ADP raaowcaa la 
eon^lant with tha Brooks ^ct and tha 
Contracting Act shall ba obtalnad prior to approval 
tha funding docusant. 

I axpact ths Mavy to ba a sodal of f aimaaa in ADP 
acquisition. 


of 





FRANK b. SWOWbRD 
By Plractlon of tha Saeratary of tha Navy 
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OCPAfITMKNT or TNI NAVY 



17 OCT 


MENORASOW for DlXtCtCTR OP AWCINISTRATXVE SEIVICBS 

S\ibjs rY89 MANAGEMENT CONTROL PROGRAM ITATOS REPORT 

foiiowino Is provided for inclufioo ifi PT 89 
cl«ro? program Annual Certification Statemant. 

A. ACcomplisJ®®^^^** 

(1) Tltls: Procursttsnt Manmgsmsnt Rtvlaws (PMRs) 
Sourcs: Self asssssment 


Oascriptlonx 


(2) Titlsj 


During PY 89 wa conducted two 
Procurement Management Reviews (PMRe) i 
(1) Navy Public/Frivate Competitive 
Procurement Proeesees and (8) 

Contracting Via Navy Laboratories and 
Federally Funded Research and 
Development Center!. Th# four triennial 
reviews of major buying ccamnds 
originally plannei for PY 89 had to be 
rescheduled to TV 90 due to PMR team 
member direct, full time involvmnt id 
support of 'Operation 111 Winds . 

Consolidation and rsduction of Navy acquisition 
regulations 


source: Self assessment 


Description: 


in April 1989 the Navy Acquisition 
Procedures Supplement (NAPS) was Issusd 
to replace and cancel the Navy 
Acquisition Regulation Supplement 
(NARSUP) and the Supply Acquisition 
Regulation Supplement (SOPARS). The 
NAPS was formatted in the FAR 
facilitate lu use. The NAPS is 
pages in length as compared to over 450 
Baaaa of the MARSUP* 


#. Material Weaknesseei 

1, Title: Inadequate controls on contracting via 
—— interagency agreements 
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Soureat (a) 


(b) 

(c) 


PKR raport to fifCMAVt 'Contracting through; 
Navy Laboratoiiva and uaa of Fodaraliy 
PuMad Raaaarch and Davalopaant Cantars* Of 
July lf89 

Draft OOOIO report 9CA-5009i 'Audit of 
Contracting through Interagancy Agraamaatf 
with the Library of Congraaa' of 33 Aug 8a 
Other FMR obsarvatiena and findinga 


paacriptionx 


DFARS 17.502(a) currently raquiraa a 
contracting officer dataralnation that 
interagency tranafar ia the appropriate 
method of contracting. Many Navy program 
program officiala are unaware of thla and 
other PAR/DAR requlramenta governing 
interagency agreements. As a reault. 
adequate competition has not bean 
obtained, obligations have not bean 
accurately recorded in the DD350 eystem* 
and numerous other irregularities have 
occurred. i 


Corrective Act ion i (a) Issue an alert to all progrw 

--oFTiciala and contracting officers advisidg 

them of the need to ensure compliance with 
statutory and ragulatory requiramanta 
governing interagency acquisition. 


Milestones: 

gubmiftb ASN{S4L) for signature 
Sign, distribute 


Convpletion Date 
15 Bed 19 Sr ""’ 
1 Jan 1990 


(b) Issue SECNAV instruction on 
interagency acquisition, requiring 
activities to establish appropriata 
financial and other controls. 


Milestones : Completion Pate 

prepare or&ft instruction i Apr isso 

Circulate draft 1 Aug 1990 

Incorporate comments# issue instruction 30 Oct 1990 

(c) Ma)ce implementation of DoD/Mavy 
policy on interagency transfers a spacial 
interest item for at least ona PKR cyela. 


Nilttconti 

TiiuT'nSDorandum to oil Movar 
oetlTltUt with Mot fuactiom, 
•lortlag thorn to th« odditimnol 
•peeiol interoot item. 


Cowplotio D Date * 
al <700 la 90 ' 
(dopoBdoot on 
conplotion of 
(0) obovo) 


PY 80 Plonned Monogemont Control, laitiotivoft 


(1) A cooiploto ro-cortl£lcatiffln of tho Hovy procurooont 
•yttom to tho Secrotory o£ Dofoaoo it oehodulod for 
foil/winter. Thia will omcoapooo o oolf oioooBBone by 
oil lovoia within tho Mover’s proeuremont oystoB oo to 
conplionco with criteria •otobliohod by tho Offico of 
poderol Procurement Policy and tho Deputy Aaaiotont 
Socrotory of Dofonoo for ?rocuresiont« 

(2) An on-going review of acq^ioition regulationa* 
directives and policies wftiich nay be hindering the 
acquisition process will be completed. The results 
ore anticipated to be a reduction, consolidation or 
clarification of acquisition reg^ilations which impact 
the Nevy'3 acquisition process thereby improving the 
acquisition management process. 



tttfEST a OUQUCK 
Dbaelar 

Ceatxocti h BusIbm KaaadnaMi 
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DEPARTMENT OF THE AIR FORCE 

WA8HINOTON. O.C. 3OS9O-IO0O 



Office Of TMK AMItTAKT MCnCTARV 


IKAf. 1 4 1S89 

Final 

Report 

Reference 


MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING 
OFFICE OF THE INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 


SUBJECT: Draft Report on the Audit of Contracting Through 

Interagency Agreements with the Library of Congress 
(Project No. 9CA-5009, Aug 23, 1989) - INFORMATION 
MEMORANDUM 

This is in reply to your memorandum for Comptroller of the 
Air Force requesting comments on the findings and recommendations 
made in subject report. With the exception of finding C., 

Contract Reporting Requirements, the Air Force concurs with the 
report and will be instituting corrective action to prevent 
recurrence. Specific comments are provided below. 

Reference Finding A., DoD Procurement Channels Bypassed: * 

a. The Air Force concurs with this finding and 
recommendation for corrective action. The Air Force will prepare 
a message notifying both our contracting and finance offices of 
the requirements of FAR 17.5. We will also begin revising 
applicable guidance and regulations to prevent monies being 
transferred for Interagency acquisitions without proper authority. 

b. Additionally, per recommendation A. 2., we are providing 2. 
a copy of this audit report to the Air Force Inspector General 
(AF/IG) and requesting their opinion as to whether any 
disciplinary action should be taken against Air Force officals. 

c. Estimated completion date for implementation of new 
procedures is February 28, 1990. Estimated date to contact the 
AF/IG is December 15, 1989. 

Reference Finding B., Contract Administration, the Air Force * 
concurs with this finding and recommendation. We will ensure the 
recommended actions and training are Incorporated into the 
corrective items Identified in finding A. Estimated completion 
date for Implementation of new procedures is February 28, 1990. 


* Consolidated into one Finding. 
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* 

Reference Finding C., Contract Reporting Requirements: 

a. The Air Force does not concur with this finding or 
recommendation. 

b. The statement "In our opinion, the best method to correct 
the substantial underreporting that has been found is to ensure 
that all future interagency acquisitions are made through DoD 
procurement offices," indicates a misunderstanding of the action 
required by the initiating activity. DFARS 217.502 designates the 
contracting officer as the designee of the head of the requesting 
agency to approve the determination required by FAR 17.502 and 
17.503. In addition, when the interagency acquisition requires 
the servicing agency to award a contract, that agency is 
responsible for compliance with all legal and regulatory 
requirements applicable to the contract (FAR 17.504 (d)). 

c. DFAR 204.671-2 states "The DD Form 350 is used to collect 
data on contract placement statistics within DoD", for individual 
contract actions over $25,000. Even if a DoD contracting officer 
lAW FAR 17.503 had approved the interagency acquisition, the 
transfer of monies between Federal agencies does not constitute a 
contract action and does not require a DD 350 report. Per FAR 
4.6, Contract Reporting, it is the responsibility of the 
contracting officer conducting the actual acquisition to prepare a 
report for the Federal Procurement Data System (FPDS). In the 
case of a contract awarded by the Library of Congress, a SF 279, 
Federal Procurement Data Systems (FPDS), Individual Contract 
Action Report, must be completed by the cognizant Contracting 
Officer. 


d. If tracking of DoD monies obligated by contracts written 
by agencies outside the DoD is desired, suggest the SF 279 be 
modified to include a field to capture that data. 

We appreciate the opportunity to comment on the subject draft 
report. We understand that your office has already received * 

comments concerning Finding C and will be revising it 
appropriately. If your staff has any questions concerning the 
above, or require additional Information, please have them contact 
Major Chip Mather, SAF/AQCO, at extension 46105. 


DANIEL S. 

Depi^ Assistant Secretary 
(Acquisrtion Management A Policy) 




* Finding deleted. 
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MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING. 

DEPARTMENT OF DEFENSE 


SUBJECT: Draft Report on the Audit of Contracting through 

Interagency Agreements with the Library of Congress 
(Project No. 9CA-5009) 


This is in response to your 23 Aug 89 memorandum requesting our 
comments pertaining to the audit of Contracting through 
Interagency Agreements with the Library of Congress (Project No. 
9CA-5009). The attached positions have been approved by 
Mr. William J. Cassell, Comptroller, Defense Logistics Agency. 


FOR THE DIRECTOR: 


e Enel 


cc: 

OASD(PAL) (Phil Degen) 



iOLMES 

Chief, Internal Review Division 
Office of Comptroller 
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TYPE OF REPORT: AUDIT DATE OF POSITION: 27 Oct 89 Final 

Report 

PURPOSE OF INPUT: INITIAL POSITION ReferenC' 

AUDIT TITLE AND NO.: Audit of Contracting through Interagency 

Agreements with the Library of Congress 
(Project No. 9CA-5009) 

FINDING A: DoD Procurement Channels Bypassed. DoD program officials 
exceeded their authority by not obtaining the approval of DoD 
procurement officials in placing orders for interagency 
acquisitions through the Library of Congress. This condition 
occurred primarily because internal control practices were not 
adequate to ensure compliance with Defense and Federal 
Acquisition Regulations’ requirements, which limited the 
authority to approve interagency acquisitions to DoD contracting 
officers and certain designated senior DoD officials. As a result, DoD 
program officials did not obtain the expertise available from 
DoD procurement professionals in placing interagency 
acquisitions with the Library of Congress. This resulted in 
possible excessive contract prices due to the failure by these 
DoD program officials to adhere to several Defense and Federal 
Acquisition Regulations’ requirements. These included 
requirements for competition, sole source justifications, 
obtaining certified cost and pricing data, and cost and price 
analysis. The lack of adequate internal controls also increased 
the susceptibility of these procurements to fraud, abuse, and 
mismanagement. 

DLA COMMENTS; Concur. The "approvals’ which the report states 
were not obtained are those covered in subsection 17.502 and 
17.503 of the Federal Acquisition Regulation (FAR). These 
approvals are obtained by the signing of Determinations and 
Findings (D&Fs) by an agency head or his/her designee certifying 
that the conditions entering into interagency acquisitions 
(including interagency agreements) under the authority of the 
Economy Act (stated in FAR Subpart 17.5) have been met. The DoD 
Supplement to the FAR (DFARS) delegates this approval authority 
to the ‘contracting officer," but does not indicate whether this 
individual is located in the requesting or servicing agency. 

This, in absence of a specific delegation by a DoD agency head 
to someone within his/her organization, causes confusion to 
exist as to which contracting officer is responsible for D&F 
approvals. This is likely to be the primary reason for the lack 
of approvals for the interagency agreements reviewed by the DoD 
IG. One way to remedy this confusion would be to amend the 
DFARS to either clarify which agency the approving contracting 
officer is within or to delete the current coverage and require 
adherence to the FAR agency head or designee criteria. 

MONETARY BENEFITS: None. 

DLA COMMENTS: 

ESTIMATED REALIZATION DATE: 

AMOUNT REALIZED: 

DATE BENEFITS REALIZED: 

ACTION OFFICER: Frank Bokowski, DLA-LR, 46295, 23 Oct 89 
DLA APPROVAL: William J. Cassell 

. 44 
H 

9 * Consolidated with draft Finding B into one Finding. 



TYPE OF BEPOBT: AUDIT DATE OF POSITION: 27 Oct 60 

PUBPOSE OF INPUT: INITIAL POSITION 

AUDIT TITLE AND NO.: Audit of Contracting through Intoragency 

Agreements with the Library of Congress 
(Project No. 0CA-5000) 

BECOMMENDATION A.I.: We recommend that the Under Secretary of 
Defense for Acquisition direct the Army, Navy, Air Force, and 
Defense agencies to establish internal control procedures and 
practices to minimize the risk that orders for interagency 
acquisitions will be placed by unauthorized DoD program 
officials. These internal control procedures and practices 
should include steps to ensure that no funds are transferred to 
the Library of Congress for interagency acquisitions without 
obtaining approval from the authorized DoD officials denoted in 
FAB/DFABS 17.502. 

DLA COMMENTS: Concur. However, the contracting office of the 
Library of Congress shares some responsibility for ensuring all 
requirements of the FAB are met before placing the order for 
goods and services. DoD program officials are not procurement 
specialists and were required to provide only what the Library 
of Congress contracting office needed to get the work done. If 
the LOC contracting officer did not require specific approval 
by the requesting agency’s contracting officer, it would seem 
that the burden of neglect rests with the LOC and not the DoD 
program official. 

DISPOSITION: 

( ) Action is ongoing; Final Estimated Completion Date: 

(X) Action is considered complete. 

MONETARY BENEFITS: None. 

DLA COMMENTS: 

ESTIMATED REALIZATION DATE: 

AMOUNT REALIZED: 

DATE BENEFITS REALIZED: 

ACTION OFFICER: Frank Bokowski, DLA-LR. 46295, 23 Oct 89 
DLA APPROVAL: William J. Cassell 


Final 

Report 

Refers! 


1 . 
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TYPE OF REPORT: AUDIT DATE OF POSITION: 27 Oct 69 

PURPOSE OF INPUT: INITIAL POSITION 


AUDIT TITLE AND NO.: Audit of Contracting through Intoragoncy 

Agreaments with the Library of Congreaa 
(Project No. 9CA-5000) 

RECOMMENDATION A.2.: We recommend that the Under Secretary of 
Defense for Acquisition direct the Army, Navy, Air Force, and 
Defense agencies to initiate appropriate training and consider 
disciplinary actions for the program officials who exceeded 
their authority by placing orders for interagency acquisitions 
with the Library of Congress. This should apply to those 
actions disclosed by this report and those likely to be dis¬ 
closed when the recommendations on contract administration in 
Finding B are implemented. 

DLA COMMENTS: Partially concur. Concur with educating program 
officials on the do’s and don’ts for interagency acquisitions of 
contractor support. Do not recommend disciplinary actions be 
made across the board. Authority guidelines to enter into 
agreements outside the DoD are vague. The IQ report does not 
reference any regulatory documents and clauses pertaining to 
interagency agreements, but only addresses interagency 
acquisitions. The IG, as the report is written, assumes that 
DoD program officials should know all provisions of the FAR and 
DFAR. Contracting arrangements were made through agreements and 
should not have been permitted by the LOC. Disciplinary actions 
should be limited to only those who knowingly falsified 
information to obtain contractor support through the LOC. 

DISPOSITION: 

( ) Action is ongoing; Final Estimated Completion Date: 

(X) Action is considered complete. 

MONETARY BENEFITS: None. 

DLA COMMENTS: 

ESTIMATED REALIZATION DATE: 

AMOUNT REALIZED: 

DATE BENEFITS REALIZED: 

ACTION OFFICER: Frank Bokowski, DLA-LR, 46295, 23 Oct 89 
DLA APPROVAL; William J. Cassell 


Final 

Report 

Referenc 


2 . 
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TYPE OF REPORT: AUDIT DATE OF POSITION: 27 Oct 80 

PURPOSE OF INPUT: INITIAL POSITION 

AUDIT TITLE AND NO. : Audit of Contracting through Interagency 

Agreementa with the Library of Congress 
(Project No. eCA-5009) 

RECOMMENDATION A.3.: We recommend that the Under Secretary of 
Defense for Acquisition direct the Army. Navy, Air Force, and 
Defense agencies to report and track the material weaknesses 
identified as required by DoD Directive 5010.38, Internal 
Management Control Program.’ 

DLA COMMENTS: Concur. The report on page 3 states ’the Library 
of Congress has initiated action to atop further contracting 
under FEDLINK for (those) types of equipment and purchases and 
services* subject of the IQ’s review. If this is true, then DoD 
cannot misuse the FEDLINK system. The material weakness lies in 
the improper use of interagency agreements wherein the scope is 
so broad that quick procurements can be made under existing 
contracts with that agency rather than going through a lengthy 
procurement cycle. 

DISPOSITION: 

( ) Action is ongoing; Final Estimated Completion Date: 

(X) Action is considered complete. 

MONETARY BENEFITS: None. 

DLA COMMENTS: 

ESTIMATED REALIZATION DATE: 

AMOUNT REALIZED: 

DATE BENEFITS REALIZED; 

ACTION OFFICER: Frank Bokowski, DLA-LR, 46295, 23 Oct 89 
DLA APPROVAL: William J. Cassell 


Final 

Report 

Referenc 


4. 
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TYPE OF REPORT: AUDIT DATE OF POSITIOI; 27 Oct 89 

Final 

PURPOSE OF INPUT: INITIAL POSITION Report 

Reference 

AUDIT TITLE AND NO.: Audit of Contracting through Interagency 

Agreements with the Library of Congress 
(Project No. 0CA“5009) 

* 

FINDING B: Contract Administration. Contract awards made 
through the Library of Congress FEDLINK procurement program were 
not administered effectively. This situation occurred because 
interagency agreements with the Library of Congress did not 
clearly specify responsibilities for performing contract 
administration duties and the Library of Congress was 
ill-equipped, lacking the resources required to administer 
effectively major contracts for the DoD. This situation 
occurred also because DoD program officials did not use the 
expertise available from DoD procurement and contract 
administrative personnel. As a result, the Library of Congress 
made contract payments without any assurance that the DoD had 
received contracted supplies and services. In addition, a 
significant increase in a contractors time and material labor 
rates was accepted during contract performance with no review to 
assess their reasonableness; and no audits or other independent 
reviews were performed to verify claimed labor hours under time 
and material type contracts and claimed costs xinder cost-reim 
bursement type contracts. 

DLA COMMENTS: Concur. The responsibility to arrange for 
effective contract administration and proper pricing of orders 
placed under contracts used to support the interagency 
agreements is clearly that of the contracting officer in the 
servicing contracting office. The policies and procedures for 
carrying out this responsibility are clearly and amply stated in 
the FAR and DoD or agency supplements thereto. The problem in 
this case seems to reside primarily in a lack of contracting 
officer accountability for compliance with existing rules of 
procedure. 

MONETARY BENEFITS: None. 

DLA COMMENTS: 

ESTIMATED REALIZATION DATE: 

AMOUNT REALIZED: 

DATE BENEFITS REALIZED: 

ACTION OFFICER: Frank Bokowski, DLA-LR, 46295, 23 Oct 89 
DLA APPROVAL; William J. Cassell 


* Consolidated with draft Finding A into one Finding. 
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DATE OF POSITION; 27 Oct 80 


TYPE OF REPORT: AUDIT 


PURPOSE OF INPUT: INITIAL POSITION 


Final 


AUDIT TITLE AND NO. : 


Audit of Contracting through Intaragoncy 
Agreainents with the Library of Congreaa 
(Project No. eCA-5000) 


RECOMMENDATION B.I.; We reconunend that the Under Secretary of 
Defense for Acquisition direct the Army, Navy. Air Force, and 
P^fense agencies to establish arrangements with the Library of 
Congress for the cognizant DoD contract administration office 
to perform contract administration functions for all existing 
and future interagency acquisitions placed through the Library 
of Congress. 


DLA COMMENTS: Concur. Delegation of contrac^ administration 
functions is a responsibility of the servicing contracting 
officer under rules prescribed in FAR Subpart 42.2. Also, the 
DoD entity benefiting from the contracted services generally has 
program management responsibility, and can arrange with the 
contracting officer to have one of their qualified personnel 
appointed as the contracting officer’s representative (COR) for 
technical and financial oversight of the contract proceedings. 

It appears that a primary cause of the contract administration 
deficiencies cited is more one of accountability with respect to 
contracting officer compliance with governing rules of procedure 
than a lack of governing rules. 


DISPOSITION: 

( ) Action is ongoing; Final Estimated Completion Date: 
(X) Action is considered complete. 


MONETARY BENEFITS: None. 

DLA COMMENTS: 

ESTIMATED REALIZATION DATE: 

AMOUNT REALIZED: 

DATE BENEFITS REALIZED: 

ACTION OFFICER: Frank Bokowski, DLA-LR, 46255, 23 Oct 89 
DLA APPROVAL: William J. Cassell 


* Revised and consolidated into Recommendation 3. 
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DATE OF POSITION: 27 Oct 80 


TYPE OF BEPORT: AUDIT 
•PURPOSE OF INPUT: INITIAL POSITION 


Final 

Report 

Referenct 


-AUDIT TITLE AND NO.: Audit of Contracting through Intaragancy 

Agraamants with tha Library of Congress 
(Project No. OCA-SOOO) 


FINDING C: Contract Reporting Requir ements. DoD contracting 
activity through the Library of Congress was not included in the 
DoD contract reporting system as required by Defense Federal 
Acquisition Regulation 4.6. This underreporting resulted from 
DoD procurement channels being bypassed by DoD program officials 
in placing interagency acquisitions for contracted services and 
supplies through the Library of Congress. As a result, internal 
DoD reports of contracting activity, as well as reports to the 
President, the Congress, and the general public, were not 
accurate and complete. This reduced the effectiveness of these 
reports for managing, controlling, and assessing the 
•effectiveness of DoD acquisition policy and for assessing the 
impact of DoD contracting on the Nation’s economy. 


DLA COMMENTS: Concur. 


MONETARY BENEFITS: None. 

DLA COMMENTS: 

ESTIMATED REALIZATION DATE: 

AMOUNT REALIZED: 

DATE BENEFITS REALIZED: 

ACTION OFFICER: Frank Bokowski, DLA-LR, 46295, 23 Oct 89 
DLA APPROVAL: William J. Cassell 


* Finding deleted. 
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TYPE OF REPORT: AUDIT 


DATE OF POSITION: 27 Oct 80 


PURPOSE OF INPUT: INITIAL POSITION Final 

Report 

AUDIT TITLE AND NO.: Audit of Contracting through InteraAencv Reference 

Agraaments with the Library of Congress 
(Project No. OCA-SOOO) 

RECOMMENDATION C.I.: We recommend that the Under Secretary of * 
Defense for Acquisition direct the Army, Navy, Air Force, and 
Defense agencies to establish internal control procedures and 
practices that will ensure that contract requirements of Defense 
Federal Acquisition Regulation 4.6 are met for future inter¬ 
agency acquisitions made through the Library of Congress. These 
internal control procedures and practices should include steps 
to ensure that interagency acquisitions are made through DoD 
procurement offices. 

DLA COMMENTS: Partially concur. DFARS 4.6 pertains only to the 
reporting of contractual actions by DoD contracting offices. 

New FAR coverage will be required to capture actions performed 
by non DoD offices. Further, any requirement for use of 
specific contracting offices should be placed as coverage in 
DFARS, Part 6, ‘Required Sources of Supplies and Services,* vice 
Subpart 4.6. We believe that a restriction on the agency 
head's authority to utilize the contracting office that in 
his/her Judgement can best meet the needs of the Government 
is an unwarranted infringement of the rights granted by the 
Economy Act. Accordingly, we recommend that the focus of any 
needed improvements be placed on compliance with FAR Subpart 
17.5 criteria. 

DISPOSITION: 

( ) Action is ongoing; Final Estimated Completion Date: 

(X) Action is considered complete. 

MONETARY BENEFITS: None. 

DLA COMMENTS: 

ESTIMATED REALIZATION DATE: 

AMOUNT REALIZED: 

DATE BENEFITS REALIZED: 

ACTION OFFICER: Frank Bokowski , DLA-LE, 46295, 23 Oct 89 
DLA APPROVAL: William J. Cassell 


* Recommendation deleted. 
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(715) l»t Snd Mrs. 


ESAA-PA (SniD-XP/lO 8«p 89) 

AV 471*3075 

SUBJECT: XC Draft Raport 9CA-5009r Padaral Library and 
Inforaatlen XatvorA (PIDUHR) Contracts 


MoXahon/ls^Fina 1 

Report 
Referer 


BQ, U.8. Amy Eaalth Sarvieaa Conand, Fort San Rouaton, TX 
7S234-6000 Jg 

FOR BQDA (SFRO-XP), BASH DC 20310-0103 


1. Our 1 Juna 1989 oorraapondanca only daacribed intamal 
aamaganant approval procaduraa for using FEDLIHX contracts and 
did not addrass tha nagnituda of conoams idantifiad in subj act 
raport. Tha raaponsibility for contract adninistration of tha 
U.8. Amy Raalth Cara Systaas Support Activity (HCSSA) contract 
discussad in tha raport vas traasfarrad to tha Diracterata of 
Contracting, Fort San Houston. 

2. Vi do not concur vith tha raconnandatien for disciplinary 2 . 
action against HCSSA procran officials. Infomation availabla 
indicataa that thasa officials actad in good faith and thara is 

no avidenca In tha raport that thara vas intantional wrongdoing. 

3. Tha U.S, Amy Baalth Cara Systans Support Activity 
raquastad saxvieas vhieh vara within tha scopa of axisting 
contracts through tha Library of Congrass (LOC). Tha U.S. Amy 
Raalth .Cara Bystaas Support Activity progran officials 

raliad in good faith on tha LOC contracting offica to ansura 
coBplianca vith all lavs and ragulatlons in obtaining sarvicas 
through thair own contracts. This is oonslstant vith Fadaral 
Acquisition Regulation (FAR) 17.504 which plaoas this 
responsibility on tha servicing agency. The FAR does net 
clearly sat forth requesting agency rasponsibilltias. Bvan 
if Dapartaant of Dafansa (DOD) contracting officials vara 
consul tad, as racoanandad in tha raport, infomation would 
not ba availabla to datamina tha adequacy of contract 
arranga&ants nada by another Fadaral agency, such as tha 
propriety of sola source justifications, tha extant of 
coapatition obtained, or tha adequacy of cost and pricing 
data. 

4. Va do not agree that interagency transfers of funds should * 
ba included in tha DOD contract reporting systaa. The Fadaral 
Procuranant Data Systaa (FPDS) applies to Fadaral agencies; and 
pursuant to FAR 4*402, tha contract transactions batvaan the LOC 
and private contractors should have been reported on SF 279, 

FPDS, Individual Contracting Action Raport. The interagency 
transfers of funds vara not considered "contracting actions" or 
"ordam under another agency's contract” as stated in tha draft 
raport. Tha progran officials vara transferring funds to 
another Fadaral agency for establishing contract arranganants. 

They vara not placing orders directly vith tha private 
contractors, nxa reporting categories provided in 


* Recommendation deleted. 
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H8AA*PA * 
SUBJECT: 26 Draft Raport 9CA-5009; Fadaral Lilsrary and 
Information NatvorX (FEDLIKK) Contracts 


DOD FAR Supplamant (DFARS) 204.671-5, Itam, B-13, do not includa 
a coda for this situation sines Coda 7 is for ordars against 
anothar Fadaral agancy's contract, and Coda 8 is an action with 
another Fadaral agency where the Fadaral agancy is acting as tha 
contrnntnri Raithar of thooo oituatlens axlat«d; tharafora, 
raporting these transactions on the DD Form 350, Individual 
Contracting Action Report, as if they wars DOD contracting 
actions, would duplicate reports which ware (or should have 
• bean) prepared by tha LOC contracting office. 

5. The HCSSA transactions addressed in subject report ware 
accomplished through interagency agreements and interagency 
transfers of funds to the LOC. The relationship between 
contracting and finanea regulations concerning interagency 
agreements is not clear. Federal Acquisition Regulation 17.502 
requires the agency head or a designee to determine that 
proposed actions under the Economy Act are in the government's 
Interest. Department of Defense FAR Supplement 217.502 states 
that the agency head designee "within DOD is the contracting 
officer unless otherwise directed by departmental regulations." 
Army finance regulations, such as AR 37-1, AR 37-12, and 
AR 37-27, allow financial management personnel to transfer funds 
to other Federal agencies without requiring a contracting 
officer's determination that proposed action is in the 

f overnment's Interest. "Departmental regulations" could bo 
nter^reted as being financial regulations? therefore, 
revisions to finance regulations are needed to clearly require 
contracting officer determinations before funds are transferred. 

6. We will continue to look closely at requests for services 
from or through the IOC. Also, this draft report will be used 
as a "lesson learned" for program officials involved in 
contracting matters. 
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AUDIT TEAM MEMBERS 


Lawrence H. Weintrob, Director^ Contract Management Directorate 

Richard B. Jolliffe, Program Director 

Dennis E. Payne, Project Manager 

James A. Wingate, Senior Auditor 

John M. Young, Senior Auditor 

Arsenio M. Sebastian, Auditor 

Cheri D. Collins, Junior Auditor 
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FINAL REPORT DISTRIBOTION 


Office of the Secretary of Defense 

Under Secretary of Defense for Acquisition 
Assistant Secretary of Defense (Production and Logistics) 
Comptroller of the Department of Defense 
Assistant Secretary of Defense (Public Affairs) 

Department of the Army 

Secretary of the Army 

Assistant Secretary of the Army (Financial Management) 
Auditor General, U.S. Army Audit Agency 

Department of the Navy 

Secretary of the Navy 

Assistant Secretary of the Navy (Financial Management) 
Comptroller of the Navy 
Director, Naval Audit Service 

Department of the Air Force 

Secretary of the Air Force 

Assistant Secretary of the Air Force (Financial Management 
and Comptroller) 

Air Force Audit Agency 

Other Defense Agencies 

Director, Defense Contract Audit Agency 
Director, Defense Logistics Agency 
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FINAL REPORT DISTRIBDTION (continued) 


Office of Management and Budget 

Library of Congress 

D.S. General Accounting Office, 

NSIAD Technical Information Center 

Congressional Committees: 

Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 

Senate Ranking Minority Member, Committee on Armed Services 
House Committee on Appropriations 

House Subcommittee on Defense, Committee on Appropriations 
House Ranking Minority Member, Committee on Appropriations 
House Committee on Armed Services 
House Committee on Government Operations 
House Subcommittee on Legislation and National Security, 
Committee on Government Operations 

Honorable David Pryor 
United States Senate 

Honorable Ronnie G. Flippo 
House of Representatives 
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